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Value creation and division of gains in
horizontal acquisitions in Europe:
the role of industry conditions
Nancy Huyghebaerta and Mathieu Luypaertb,*
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3000 Leuven, Belgium
bVlerick Leuven Gent Management School, Reep 1, 9000 Ghent, Belgium
In this article, we empirically investigate the industry determinants of value creation
through Mergers and Acquisitions (M&A) and the division of M&A gains for a sample of
horizontal acquisitions in Europe during the period 1997–2008. We calculate the
combined abnormal return around deal announcement to proxy for M&A value creation.
Our results show that industry sales concentration and the ratio of the combined target
and bidder size relative to the minimum efficient scale in the corresponding industry are
significantly negatively associated with M&A value creation. The relation between
industry sales growth and M&A gains is U-shaped. The extent of foreign competition
within the industry, industry technological intensity and industry deregulation bear no
significant association with M&A wealth effects, however. Finally, the data reveal that
the division of M&A gains between target and bidder investors is determined by firm and
deal characteristics rather than by industry conditions.
Keywords: M&A; value creation; event study; industry characteristics
JEL Classification: G34; L29
I. Introduction
Mergers and Acquisitions (M&A) are major strategic decisions
that considerably change the organization of combining com-
panies as well as the overall structure of industries. Conversely,
industry conditions – or the changes therein – could be an
important trigger for M&A activity, thereby provoking an
industry clustering in M&A waves (e.g. Mitchell and Mulherin,
1996; Schoenberg and Reeves, 1999; Mulherin and Boone,
2000; DiGiovanni, 2005; Harford, 2005; Powell and Yawson,
2005). Industry conditions thus seem to determine when
companies engage in M&As. In this article, we take this idea
one step further by arguing that if companies engage in M&As
to exploit specific industry conditions, acquisitions may add
more to firm value than when industry conditions are less
favourable to consolidation. So, we are interested in whether
and what industry characteristics are associated with M&A
value effects.1 Besides, we wish to explore whether and
what industry characteristics affect the division of M&A gains
among the target and the bidding company. We use the event
study methodology with state-of-the-art parametric and non-
parametric significance tests to calculate target, bidder and
combined abnormal returns around deal announcement. This
methodology, which has been widely used in the finance
literature, gauges M&A value creation as perceived by stock
market investors at deal notification. Craninckx and
*Corresponding author. E-mail: mathieu.luypaert@vlerick.com
1A few recent studies provide evidence that M&A value creation indeed depends upon the industry in which the deal takes place. Goergen
and Renneboog (2004), for example, find that target as well as bidder abnormal returns in 187 European M&As during 1993–2000 are
higher in manufacturing and in retailing industries. Gross and Lindstädt (2005) report that bidder returns in 227 horizontal M&As in
Europe and in the USA during 1998–2001 are significantly larger in automotive, media and telecom industries. Nonetheless, the question
what is driving these cross-industry differences in M&A value creation remains largely unsettled to date.
































Huyghebaert (2011) demonstrate its predictive ability forM&A
failure/success up to 5 years after deal completion.2
We examine the industry determinants of value creation and
division of gains for a sample of 130 acquisitions in Europe
during the period 1997–2008. We only investigate horizontal
acquisitions, i.e. deals where the target and the bidder are
operating in the same industry, as we expect industry condi-
tions to matter especially for these takeovers.3 We require the
target and the bidder to be publicly listed, as we wish to
identify the total value creation from the deal. For this
purpose, we calculate combined abnormal returns, which
allows accounting for the high takeover premia that bidders
may (have to) pay for target control. All M&A gains could
then be paid out upfront to target investors, engendering zero
or even negative abnormal returns for bidder shareholders.
Focusing on combined abnormal returns allows circumventing
the latter problem. Arguably, the division of M&A gains will
depend upon the bargaining power of the combining compa-
nies. In this study, we also investigate how industry conditions
influence the distribution of M&A wealth effects.
To our knowledge, we are the first to thoroughly investigate
the influence of various industry characteristics on M&A value
creation. A few previous studies have examined the effects of
some isolated industry traits, for example industry sales
concentration (Eckbo, 1985; Shahrur, 2005) or industry
regulation (Campa and Hernando, 2004). However, no study
has provided a comprehensive analysis of the various key
industry characteristics that may determine the gains from
horizontal acquisitions. In this article, we explore the role of
industry sales concentration, industry exposure to foreign
competition, the operating scale of industry incumbents,
industry sales growth, industry technological intensity and
industry deregulation. We argue that these industry charac-
teristics may have mattered greatly for value creation in
European acquisitions during the last takeover wave. The
reason is that the development of the EU has made it easier to
exploit economies of scale, transfer technology and intellectual
capital, and reduce the idiosyncrasies of government regula-
tion and tax policies (Bruner, 2004). Yet, empirical research on
M&A wealth effects in Europe remains limited to date. Next,
although numerous corporate finance studies have examined
target and bidder abnormal returns separately, the evidence on
the partitioning of M&A gains stays scarce. We argue that
some industry characteristics could also affect the bargaining
position of the combining companies.
The results of our study show that target shareholders on
average earn a statistically significant abnormal return of
20.45% during the event window from 35 days before until 5
days after deal notification, while bidder investors realize a
significant 2.60% in this same window. The ensuing combined
abnormal return of 5.80% is also significantly different from
zero. Our multivariate regression results point out that
industry conditions indeed affect M&A value creation. First,
industry sales concentration is significantly negatively related
to the combined abnormal return around deal announcement.
Next, the ratio of the combined target and bidder size relative
to the industry minimum efficient scale is significantly nega-
tively associated with M&A value creation. The relation
between industry sales growth and M&A wealth effects is U-
shaped. Finally, the extent of foreign competition within the
industry, the high-tech nature of the industry and industry
deregulation bear no significant association with M&A value
creation. Regarding the division of M&A gains between target
and bidder investors, our results point out that industry
conditions have no effect. Rather, the fraction of M&A value
creation accruing to target shareholders depends primarily
upon firm and deal characteristics.
The remainder of this article is organized as follows. In the
next section, we provide an overview of our various hypotheses.
In Section III, we introduce the sample and the event study
methodology. Next, we examine the determinants of M&A
value creation and the division of M&A gains in Section IV.
Finally, we present our main conclusions in Section V.
II. Hypotheses
In this section, we develop testable hypotheses regarding
the effects of various key industry characteristics on M&A
value creation and the division of M&A gains. Table 1
provides an overview of these industry characteristics, their
measurement, and their expected effect on M&A value
creation as well as the fraction of M&A gains accruing to
target investors.
Industry sales concentration
A first potentially important industry characteristic affecting
M&A value creation is industry sales concentration. In highly
concentrated industries, firms tend to recognize the impact of
their policies and actions on one another, which may influence
their reactions to changes in competitive conditions and even
result in tacit collusion. In industries that are already concen-
trated to some extent, horizontal acquisitions could further
enhance the ability of incumbent firms to collude and to realize
market power (Schoenberg and Reeves, 1999; Huyghebaert and
Luypaert, 2010). Hence, M&As in such industries may result in
considerably larger overall wealth effects.
Conversely, industry sales concentration could be negatively
related to shareholder abnormal returns if investors dislike the
further reduction in product market competition following
horizontal acquisitions. Stiff competition indeed reduces slack
2Craninckx and Huyghebaert (2011) develop three measures of M&A failure for a sample of 267 M&As involving listed targets and listed
bidders in Europe during 1997–2006, namely inferior buy-and-hold abnormal returns, inferior operating performance (measured by
EBITDA/total assets), and target divestment. These three measures are calculated for windows of 2, 3 and 5 years after deal completion.
Craninckx and Huyghebaert show that about 35% to 50% of M&As are failures when considering the combined firm’s stock market and
accounting performance. Target divestment only occurred for 9% of the deals. They subsequently provide evidence of a significant negative
association between the combined abnormal return around deal announcement and M&A failure. Also, they show a significant negative
relation between M&A announcement effects and the magnitude of M&A losses after deal completion.
3We do not exclude a priori that industry conditions may also play a role in nonhorizontal M&As. Yet, our data set does not allow
identifying these vertical or other types of M&As. Furthermore, some of the industry characteristics that we examine may only be relevant
in the context of horizontal acquisitions. Consider the example of realizing market power and achieving economies of scale.






























and hence provides incentives for the efficient organization of
production. The quiet life hypothesis therefore states that an
increase in industry concentration may reduce firm efficiency,
due to a lack of product market disciplining (Berger and
Hannan, 1998). Hou and Robinson (2006) claim that firms in
concentrated industries engage less in innovation and face less
risk, due to high entry barriers. In line with these arguments, a
few studies have shown that firm productivity, operating
performance and stock returns are actually lower in highly
concentrated industries.
To examine the relation between industry sales concentra-
tion and M&A value creation, we use the sum of market shares
of the four largest firms in the industry of the combining firms
(C4). Alternatively, we employ the C8 concentration ratio and
the Herfindahl–Hirschman concentration index. The latter
variable is calculated as the sum of squared market shares of
all industry incumbents. We also include a quadratic term in
industry sales concentration to capture a potential nonlinear
effect. The reason is that a planned M&A in a highly
concentrated industry may not be completed because of
intervention by antitrust authorities (Huyghebaert and
Luypaert, 2010). Such intervention tends to dampen the
effect of industry sales concentration on M&A value creation
at high concentration levels.
Besides, the degree of industry sales concentration could
influence the bargaining power of the combining firms and,
hence, the division of M&A gains. In highly concentrated
industries, the number of potential bidders for a particular
target is small, thereby reducing the likelihood of a counterbid.
Moreover, rival firms in highly concentrated industries may be
able to benefit from the combination of two firms in their own
industry (e.g. Fee and Thomas, 2004; Shahrur, 2005). Hence,
they may be less tempted to launch a (costly) counterbid once a
bid arises. In contrast, bidders in lowly concentrated industries
may see no alternative than to offer a large premium for target
control, to preempt a rival bid. Hence, we conjecture a
negative relation between industry sales concentration and the
fraction of M&A gains accruing to target investors.
Industry foreign competition
In addition to domestic rivalry, large listed firms in Europe
may face huge foreign competition and rely on M&As to deal
with it. Powell and Yawson (2005) show that foreign compe-
tition significantly enhances the takeover activity within
industries. Overall, we expect investors to react more positively
to M&A announcements in industries with strong foreign
competition, given the greater need for cooperation in










INDUSTRY C4 Sum of the four largest market shares in
the corresponding industry
þ/ 
INDUSTRY C8 Sum of the eight largest market shares
in the corresponding industry
þ/ 
INDUSTRY HERFINDAHL Herfindahl–Hirschman index (Sum of
squares of the market share of each
firm in the corresponding industry)
þ/ 
INDUSTRY IMPORT PENETRATION Total imports divided by total supply in
the corresponding industry
þ /
INDUSTRY EXPORT INTENSITY Total exports divided by total produc-
tion in the corresponding industry
þ /
COMBINED SIZE/INDUSTRY MES The natural logarithm of the sum of
target and bidder total assets relative
to the median of the natural loga-
rithm of total assets in the corre-
sponding industry
 /
INDUSTRY GROWTH Median of (Salest  Salest1)/Salest1
for all firms in the corresponding
industry
þ/ þ
INDUSTRY HIGH-TECH Dummy variable that equals one if the
corresponding industry is a high-tech
industry and zero otherwise
þ þ
INDUSTRY INTANGIBLES/ASSETS Average ratio of intangible assets to
total assets in the corresponding
industry
þ þ
INDUSTRY DEREGULATION Dummy variable that equals one as of
the year of deregulation if the cor-
responding industry has been
deregulated and zero otherwise
þ þ
Note: This table presents the industry characteristics examined in this article and their hypothesized effect on M&A value creation as well as
on the division of M&A gains in horizontal acquisitions.






























such industries. Besides, the decline in firm efficiency because
of reduced product market competition following M&As – the
quite life hypothesis – is less likely to hold in industries
exhibiting strong foreign competition. Following Mitchell and
Mulherin (1996) and Shahrur (2005), we measure the extent of
industry foreign competition by the industry import penetra-
tion ratio, i.e. total imports divided by total industry supply.
Alternatively, we rely on industry export intensity, i.e. total
exports divided by total industrial production. These two
metrics are typically highly correlated (e.g. Badinger, 2007),
which is the reason why we do not include them at once in our
multivariate models.
It is hard to predict a priori how the extent of industry
foreign competition will influence the division of M&A gains,
as fierce foreign competition tends to negatively affect the
survival chances of target firms as well as bidders.
Industry minimum efficient scale
The optimal scale of firms operating in an industry could
influence the value creation in horizontal acquisitions. If firms
are producing volumes that fall short of achieving the full
potential for scale economies, we contend that value can be
created from combining with industry peers. M&As indeed
allow spreading the fixed costs of production, administration
and distribution over a larger output volume. Other gains from
operating at a larger scale may arise from increased special-
ization of labour and management, and from a more efficient
use of capital equipment. We investigate the potential for scale
economies and its association with M&A value creation by the
ratio of the natural logarithm of the sum of target and bidder
assets to the industry Minimum Efficient Scale (MES). The
latter variable is proxied by the median of the natural
logarithm of assets in the corresponding industry. As the
targets and bidders in our sample are publicly listed firms, their
combined size typically exceeds the industry MES. While the
consolidation of such large firms may still result in some
efficiency benefits, the gains could be lower when the size of
the combined firm deviates too far from the industry MES. We
therefore predict a negative relation between the ratio of the
combined firm size to the industry MES and M&A value
creation.
The division of M&A wealth effects is unlikely to depend
upon the potential for scale economies in a deal. Rather, we
expect the relative size of the target firm compared to that of
the bidder to positively impact the fraction of M&A gains
received by target investors.
Industry sales growth
The growth prospects in an industry could affect M&A value
creation in two possible ways. On the one hand, horizontal
acquisitions may be particularly valuable for firms in indus-
tries with low growth prospects. As firms in low-growth
industries in general find it more difficult to increase their
revenues, they are more likely to focus on cost reductions to
enhance profitability and to secure survival. Horizontal
acquisitions may allow firms to realize economies of scale.
Also, they may enable firms to redeploy assets and realize
competency transfers. Besides, this type of synergies also
includes the increase in bargaining power vis-à-vis customers
and suppliers (e.g. Shahrur, 2005). In sum, when consolidation
adds value especially in low-growth industries, the relation
between industry sales growth and M&A gains will be
negative.
On the other hand, horizontal acquisitions could be
particularly valuable for firms in high-growth industries.
Horizontal acquisitions may indeed allow firms to exploit
more quickly the valuable growth prospects in their industry
than through organic growth, thereby realizing substantial
revenue-enhancement synergies (see, Schoenberg and Reeves,
1999; Maksimovic and Phillips, 2008). When the latter effect is
dominant, the influence of industry sales growth on M&A
value creation will be positive.
Finally, when investors respond favourably to horizontal
acquisitions in industries with either very poor or highly
promising growth prospects, the relation between industry
sales growth and M&A value creation will be U-shaped. To
allow for the latter possibility, we add both a simple and a
quadratic term in industry sales growth to our regression
models.Wemeasure industry sales growth by themedian 1-year
lagged growth rate of sales in the corresponding industry.
As to the division of M&A gains, we conjecture a positive
relation between industry sales growth and the fraction of
gains accruing to target shareholders. In industries with
favourable growth prospects, M&As may allow bidders to
capitalize more quickly on investment opportunities. This
tends to put the target at a bargaining advantage, allowing for
an increase in the ask price for target stock. Also, we expect
bidding companies in high-growth industries to be more
confident about their current and future investment projects,
thereby reducing the perceived riskiness of a planned deal. As a
result, acquirers may bid more aggressively for target control.
Industry technological intensity
Huyghebaert and Luypaert (2010) and Frey and Hussinger
(2011) show that enhancing technology competencies was one
of the main motives underlying recent acquisitions in Europe.
M&As can indeed be used as a mechanism to transfer
knowledge and intellectual capital in situations where collab-
orative and contractual schemes do not work (e.g. Lehto and
Lehtoranta, 2006). We therefore expect a larger potential for
M&A value creation in high-tech industries. Besides, horizon-
tal acquisitions in high-tech industries may lead to consider-
able scale economies in R&D input (e.g. Ahuja and Katila,
2001). We examine these ideas using a high-tech dummy
variable that equals one if the combining firms are operating in
a high-tech industry and zero otherwise. The dummy thus
equals one for M&As in computer hardware, communication
equipment, electronics, navigation equipment, measuring and
controlling devices, medical instruments, telephone equipment,
communication services and software (see also Loughran and
Ritter, 2004). Alternatively, we test the robustness of our
results using the industry average ratio of intangible assets to
total assets.
Overall, we expect that targets in high-tech industries are
more likely to possess unique assets and knowhow, making
them highly valuable takeover candidates. We therefore
hypothesize target investors in high-tech industries to receive
a larger fraction of M&A gains.































A final industry characteristic potentially affecting M&A value
creation is whether or not the industry was recently
deregulated. Industry deregulation removes artificial con-
straints on the size of incumbent firms and induces market
entry by new enterprises. In order to adapt to the changes
engendered by deregulation, industries need to restructure and
M&As can facilitate this process. Mitchell and Mulherin
(1996) point out that M&As are often the least-cost means for
industries to respond to shocks. Hence, stock market investors
could react more positively to M&As in recently deregulated
industries. To test this conjecture, we create a dummy variable
that equals one for deregulated industries as of the year of their
deregulation, and zero otherwise. During 1997–2008,
European policy makers have made special efforts in the
further deregulation of network industries. The network
industries represented in our sample are telecommunications,
electricity and railroad transport; they experienced a major
deregulation in 1998, 2004 and 2003, respectively.
Deregulation may also influence the division of M&A gains
between target and bidder investors. Haleblian et al. (2009)
argue that regulatory changes can shift the bidder–target
power relationship, as deregulation may increase the number
of interested bidders for a particular target firm. This may lead
to upward pressure on the M&A premium, to the benefit of
target shareholders.
III. Sample and Methodology
Sample
We use the Zephyr database to identify a sample of European
M&As announced during 1997–2008.4 We select all deals
meeting the following criteria. First, target and bidder should
have their headquarters in one of the 27 countries of the EU,
resulting in an initial sample of 92 303 transactions. Also, they
have to be listed on a European stock exchange, reducing the
sample to 2081 M&As. We collect stock price information
from Datastream. Second, the acquiring company must plan
to take over control, in order to be able to create value from
the deal. Hence, the stake that the bidder aims to acquire
should exceed 50%, while its pre-M&A stake should be smaller
than 50% (1230 observations). Third, we exclude transactions
where the target or the bidder is a bank, insurance company,
real estate company, or holding, i.e. all firms with a
main Standard Industrial Classification (SIC) code starting
with 6 (651 deals). The reason is that the accounting
requirements of firms in those industries are fundamentally
different from those in other industries. Moreover, holdings
own stakes in companies from multiple industries. Fourth,
target and bidder should be included in the Amadeus database
(345 deals), from which we also collect the annual accounts of
industry incumbents to calculate most industry characteris-
tics.5 Data on industry imports and exports are downloaded
from the OECD STAN database.6 We subsequently exclude
all deals that were announced within 250 trading days
following another bid announcement by the same acquirer
(314 deals). We indeed need a clean period of 250 days to
accurately estimate the market model parameters. Finally, as
we focus on horizontal M&As, we only investigate deals where
the main industry of the combining firms shares the same
three-digit (or four-digit, respectively) SIC code. To define
industries, we pool all companies with the same three-digit
(or four-digit) primary SIC code across the EU. As the firms
in our sample are all publicly listed, they are likely to
compete with each other on a pan-European level. In our
final sample, 130 takeovers are industry-related at the three-
digit SIC level, while 106 deals are related at the four-digit
SIC level.
Table 2 presents an overview of the geographical (Panel A)
and industry (Panel B) distribution of targets and bidders. Panel
A reveals that the United Kingdom accounts for approximately
half of all sample transactions, in terms of targets (50.77%) and
bidders (47.69%). The countries on the Continent most active in
M&As are France and Germany. Panel B indicates that the
sample deals originate in various industries. The five industries
most represented are business services, general building con-
tractors, food and kindred products, communication and
wholesale trade of durable goods.
Regarding deal characteristics, Table 3 reveals that 76.15%
of announced M&As were completed by July 2009, the latest
moment of data collection. The sample is dominated by
acquisitions (96.92%). None of the sample M&As is hostile in
nature; in only 3.85% of acquisitions did another firm
participate in a rival bid on the takeover target. We further
remark that 35.83% of deals are entirely paid in cash, while
34.17% are pure stock transactions.7 Finally, European
bidders still focus on domestic takeover targets (83.08%), at
least in horizontal acquisitions.
4 The Zephyr database is commercialized by Bureau van Dijk and contains detailed information on more than half a million M&As
worldwide, with pan-European deals dating back to 1997 and North American deals included as of 2001. There is no minimum deal value in
order for an M&A to be included in the database. Zephyr provides information on several firm (e.g. name, industry, country, etc.) and deal
(e.g. deal status, hostile bid, contested bid, etc.) characteristics. Furthermore, it can be linked easily to the Amadeus database, containing the
annual accounts of European companies.
5 The Amadeus database, also commercialized by Bureau van Dijk, is a comprehensive pan-European database containing annual account
items on more than 10 million public and private enterprises in 38 European countries. For each company, Amadeus provides information
on 24 balance sheet items and 25 items from the profit and loss account for a period up to 10 years. This database combines the data from
more than 30 specialist regional information providers and states all items in a uniform format across the various European countries in
order to allow for a rational cross-border analysis. No specific minimum size requirements apply for a company to be included in the
database.
6Unfortunately, it was not possible to match industry descriptions in the OECD STAN database with three-digit (or four-digit) SIC codes
for every observation in our sample.
7 The fraction of pure cash transactions in our sample is considerably smaller than that in the sample of Faccio and Masulis (2005). This
could be explained by the fact that we only look at M&As where both the target and the bidder are publicly listed, while Faccio and Masulis
(2005) only require the bidder to be listed.






























Table 4 provides summary statistics on the variables used in
our regression analyses. All explanatory variables are mea-
sured 1 year before the acquisition and are winsorized at 5%–
95%. Table 4 shows that the average ratio of EBITDA/assets
is significantly lower for targets (7.48%) than for bidders
(10.10%), indicating that the poor-performing firms in an
industry are taken over by the better-performing ones. Also,
takeover targets are significantly smaller than bidders in terms
of total assets, sales, market capitalization and total market
value. The distribution of the market-to-book ratio, debt/
assets and cash/assets is not significantly different across
targets and bidders.
Regarding industry characteristics, we calculate the indus-
try-level variables at the four-digit SIC level when targets and
bidders are operating in the same four-digit SIC industry.
When firms are only comparable based upon their three-digit
SIC code, we measure industry characteristics at the three-digit
SIC level. Table 4 reveals that the sum of the four and eight
largest market shares on average amounts to 26.58% and
33.26%, respectively. The average Herfindahl–Hirschman
concentration index equals 5.45%. For the average industry
in our sample, import penetration equals 20.58%, while export
intensity equals 19.76%. From the average MES (5.41), we
conclude that targets and bidders are considerably larger than
the median firm in their industry. The average industry in the
sample grows by 4.43% per annum. 29.23% of acquisitions
take place in high-tech industries, with intangibles representing
5.46% of total assets on average. Finally, 9.23% of deals arise
in deregulated industries.
Table 2. Continued.
SIC code Industry N %
Panel Bb
48 Communication 10 7.69
49 Electric, gas and
sanitary services
4 3.08
50 Wholesale trade –
durable goods
10 7.69






54 Food stores 2 1.54













Notes: aPanel A provides an overview of the geographical
distribution of targets and bidders for the 130 European horizon-
tal M&As in our sample.
bPanel B presents an overview of the industry distribution of deals
at the corresponding two-digit SIC level for the 130 European
horizontal M&As in our sample.
Table 2. Geographical and industry distribution of the M&A
samples
Targets Bidders
N % N %
Panel Aa
Austria 0 0.00 1 0.77
Belgium 3 2.31 6 4.62
Cyprus 1 0.77 0 0.00
Czech Republic 4 3.08 2 1.54
Denmark 1 0.77 1 0.77
Estonia 1 0.77 0 0.00
Finland 3 2.31 4 3.08
France 9 6.92 12 9.23
Germany 10 7.69 9 6.92
Greece 1 0.77 2 1.54
Hungary 1 0.77 0 0.00
Italy 3 2.31 4 3.08
Lithuania 2 1.54 2 1.54
The Netherlands 5 3.85 6 4.62
Poland 8 6.15 7 5.38
Portugal 1 0.77 0 0.00
Romania 1 0.77 0 0.00
Slovenia 2 1.54 2 1.54
Spain 4 3.08 7 5.38
Sweden 4 3.08 3 2.31
United Kingdom 66 50.77 62 47.69
Total 130 100.00 130 100.00
SIC code Industry N %
Panel Bb







20 Food and kindred
products
11 8.46
23 Apparel, finished prod-
ucts from fabrics and
similar materials
2 1.54
24 Lumber and wood
products
1 0.77
26 Paper and allied products 1 0.77
27 Printing and publishing 5 3.85
28 Chemicals and allied
products
7 5.38
30 Rubber and miscellaneous
plastic products
2 1.54
32 Stone, clay and glass
products
1 0.77
33 Primary metal industries 2 1.54
34 Fabricated metal products 1 0.77
35 Industrial machinery and
equipment
1 0.77
36 Electronic and other
electronic equipment
1 0.77
37 Transportation equipment 2 1.54
40 Railroad transportation 1 0.77






44 Water transportation 1 0.77
(continued )































We use the event study methodology to calculate the
expected value creation from a deal. Research in corporate
finance typically posits that stock market investors impound
the economic gains from synergies and/or a change in
control in the stock price of the combining firms at
deal announcement. The most important advantage of the
event study methodology is that it is forward looking,
implicitly discounting all future M&A gains. Also, it can
be manipulated less easily by managers compared to other
Table 4. Summary statistics
Targets Bidders p-value for difference






EBITDA/Assets 0.0748 0.0950 0.1075 0.1010 0.1072 0.1031 0.0462 0.0216
EBITDA/Sales 0.0854 0.0748 0.2405 0.1065 0.1132 0.1605 0.4060 0.0106
Market-to-book ratio of equity 2.2711 1.5750 2.3497 2.5516 1.9300 2.1174 0.3131 0.1037
Debt/Assets 0.5061 0.4936 0.2359 0.5273 0.5254 0.1963 0.4335 0.3744
Cash/Assets 0.1011 0.0543 0.1297 0.1171 0.0863 0.1236 0.3080 0.0199
ln(Assets) 11.7072 11.5434 1.8917 12.9442 12.8477 2.1444 0.0000 0.0000
ln(Sales) 11.6457 11.6610 1.9269 12.8139 12.8229 2.2101 0.0000 0.0000
ln(Market capitalization) 11.2979 11.3960 1.9416 12.6811 12.7449 2.3240 0.0000 0.0000




Sales concentration: C4 0.2658 0.1998 0.2186
Sales concentration: C8 0.3326 0.2659 0.2412
Sales concentration: Herfindahl 0.0545 0.0186 0.0831
Import penetration 0.2058 0.0252 0.2869
Export intensity 0.1976 0.0299 0.2913
MES 5.4078 5.6330 1.4567
Sales growth 0.0443 0.0531 0.0953
High-tech dummy 0.2923 0.0000 0.4566
Intangibles/Assets 0.0546 0.0462 0.0410
Deregulation dummy 0.0923 0.0000 0.2906
Notes: In this table, we report the mean, median and SD of the firm and industry characteristics for the targets and the bidders in our
sample. The firm characteristics are self-contained, whereas the industry characteristics were defined in Table 1. All variables are winsorized
at 5%–95%, i.e. extreme values are replaced by the corresponding percentiles. The test statistics that are significant at the 10% level are
highlighted in bold.
Table 3. Deal characteristics
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 Total %
Announced 2 6 5 5 6 7 17 12 28 16 19 7 130 100.00
Completed 2 3 1 2 5 7 13 9 22 14 15 6 99 76.15
Mergers 0 0 0 0 0 1 0 1 2 0 0 0 4 3.08
Acquisitions 2 6 5 5 6 6 17 11 26 16 19 7 126 96.92
Hostile bid 0 0 0 0 0 0 0 0 0 0 0 0 0 0.00
Rival bidders 0 1 0 1 0 0 2 0 1 0 0 0 5 3.85
All-cash bid* 1 2 0 1 0 2 3 6 9 5 12 2 43 35.83
All-equity bid* 0 1 1 0 4 2 6 2 10 4 7 4 41 34.17
Mixed payment* 0 3 1 2 2 2 6 4 8 7 0 1 36 30.00
Domestic 2 4 4 3 4 6 16 11 24 11 17 6 108 83.08
Cross-border 0 2 1 2 2 1 1 1 4 5 2 1 22 16.92
Notes: This table reports the deal characteristics for the M&As included in our sample, year by year. We report the number of announced
and completed deals, the number of M&As, the number of deals that were hostile in nature, the number of deals involving a rival bidder(s),
the number of deals that were paid entirely in cash, in stock, or through a combination of different instruments, and the number of domestic
versus cross-border deals.
*Information on the method of payment is missing for 10 transactions.






























performance metrics and it is unrelated to the quality of deal
implementation/integration.
To measure the value creation in each transaction, we
calculate the combined abnormal return around deal
announcement (ARCi) by weighing target and bidder gains
by the prior-year market value of target (MVTi) and bidder
(MVBi) equity, respectively
ARCi ¼
ðARTi MVTiÞ þ ðARBi MVBiÞ
MVTi þMVBi
ð1Þ
Abnormal target (ARTi) and bidder (ARBi) returns are
computed as the differences between realized returns and
expected returns. Expected returns are calculated using the
market model,8,9 which is estimated during a clean period
[250,51] relative to the event date (day 0)
Rjt ¼ j þ jRmt þ "jt ð2Þ
where
Rjt realized return on the stock of company j on
day t
Rmt realized return on the stock market index
(S&P Europe 350) on day t
j intercept
j a measure of company j’s systematic risk
We first test the significance of abnormal returns using the
test developed by Dodd and Warner (1983). For each security,
the standardized abnormal return on day t (SARit) is calcu-

































TB correlation between target and bidder market
model residuals
nTi number of days in the target’s abnormal
return window for event i
nBi number of days in the bidder’s abnormal
return window for event i
The standardized abnormal returns are summed over the






T2  T1 þ 1
p ð5Þ
For a sample of N events, the test statistic (t1) that examines









It is asymptotically standard normally distributed under the
null hypothesis. However, traditional test statistics may be
mis-specified due to event-induced variance. Boehmer et al.
(1991) propose an alternative test statistic (t2) that accounts for
















In addition, we implement the nonparametric test developed
by Corrado (1989).10 This test ranks the time series of
abnormal returns for each security j and relies on an expected
rank of Lþ12 on the event day under the null hypothesis. The




























Ki0 rank of the combined abnormal return for
transaction i on the event day (day 0)
L number of observations on security j in the
window [250,þ50]
Finally, the fraction of M&A value creation that accrues to
target investors is calculated as
ARTi MVTi
ðARTi MVTiÞ þ ðARBi MVBiÞ
ð10Þ
When investigating the division of M&A gains, we only
consider deals with a positive combined abnormal return, as
we cannot logically interpret the results when the denominator
in Equation 10 is negative.11
8We obtain similar findings when estimating expected returns using the Fama and French (1993) three-factor model. Furthermore, we find
that the correlation coefficient between the combined Cumulative Abnormal Return (CAR) using the market model on the one hand and
the Fama and French (1993) three-factor model on the other hand equals 0.96 for the window [35,þ5].
9 The use of daily data could induce a bias in the Ordinary Least Square (OLS) parameter estimates of the market model when some
securities are only traded infrequently. We therefore apply the Scholes–Williams (1977) procedure to derive consistent estimators for the
market model parameters.
10As this test is a nonparametric one, it does not require any assumptions on the distribution of abnormal returns. Furthermore, Corrado
(1989) shows that this test is better specified under the null hypothesis and more powerful under the alternative hypothesis than a parametric
test.
11 In an alternative specification, we do include observations with a negative combined abnormal return and positive target abnormal return,
but set the part of M&A value creation that accrues to target shareholders equal to 100%.































Summary statistics on target, bidder and combined
abnormal returns
To evaluate M&A value creation, we investigate abnormal
stock price reactions using different event windows. The
largest window starts 50 days before and ends 5 days after deal
announcement. Such a wide window allows accounting for the
typical stock price run-up before deal announcement, arising
from information leakage and/or insider trading (e.g.
Craninckx and Huyghebaert, 2011). Besides, we look at a
number of smaller event windows.
Table 5 reveals that the average abnormal return at deal
announcement is significantly positive for targets (7.91%),
based upon all three test statistics. For bidders, the abnormal
return of 0.29% is only significant according to the Dodd and
Warner (1983) test statistic. Then again, the positive combined
abnormal return of 1.97% is significantly different from zero
under all test statistics. Overall, the abnormal return at deal
notification is positive for 90 targets and for 61 bidders;
the combined abnormal return is larger than zero for 79
transactions (61%). During the window from 35 days before
until 5 days after deal announcement, target shareholders earn
a significant abnormal return of 20.45%, while bidder inves-
tors gain a significant 2.60%. The combined abnormal return
of 5.80% is again significantly different from zero. These
numbers are not largely affected once the event window is
extended to [50,þ5].12 In sum, the above numbers point out
that investors perceive M&As to create value, with most of
the gains accruing to target investors. Also, the huge
differences in abnormal returns across event windows indicate
that information leakage and/or insider trading cannot be
ignored.
Figure 1 visually shows that the target’s stock price starts to
increase well before the first public notification of the deal.
However, the largest stock price reaction takes place on the
event date. Figure 2 reveals that the bidder CAR increases
steadily in the days before deal announcement, while it
becomes negative as of day 45. The combined CAR follows
more or less the same pattern (Fig. 3).
Empirical results on M&A value creation
In this section, we examine the relation between industry
conditions and M&A value creation, proxied by the combined
abnormal return in the window [35,þ5]. The measurement of
industry characteristics and their hypothesized effects on
M&A value creation were summarized in Table 1. Besides,
we add the following firm characteristics to our regression
models: the merging companies’ ratio of EBITDA to total
assets and their market-to-book ratio. We also control for deal
characteristics by a dummy variable for fully cash-paid deals,
cross-border deals and deals initiated by a UK-based bidder.
Finally, we account for aggregate market conditions by means
of the stock market-wide market-to-book ratio. A check of the
correlations among the explanatory variables reveals that none
are too highly correlated. Besides, variance inflation factors
never exceed five, thereby suggesting that multicollinearity
poses no problem in our study. All regressions are run using
White’s heteroscedasticity-corrected SEs. Ramsey’s Regression
Table 5. Target, bidder and combined CARs
Event window [50,1] [35,1] [0] [1,þ1] [5,þ5] [35,þ5] [50,þ5]
Targets
CAR (%) 12.18% 11.88% 7.91% 10.48% 12.97% 20.45% 20.74%
t1 10.96 12.86 43.14 33.97 23.34 20.00 17.31
t2 5.94 5.64 2.96 5.66 6.46 8.83 9.25
t3 5.37 5.11 3.98 6.15 6.39 2.51 2.75
Bidders
CAR (%) 3.18% 2.14% 0.29% 0.23% 0.56% 2.60% 3.63%
t1 1.69 1.34 2.79 2.43 1.67 2.11 2.33
t2 1.31 1.24 0.37 1.24 1.17 1.77 1.89
T3 1.42 1.22 1.05 1.37 1.23 1.31 2.27
Combined firms
CAR (%) 3.95% 3.49% 1.97% 2.33% 3.14% 5.80% 6.26%
t1 4.34 4.43 17.35 12.71 8.56 7.51 7.02
t2 3.37 3.23 1.97 3.97 4.24 5.43 5.49
t3 3.73 3.63 3.67 4.75 4.94 2.07 2.77
Notes: This table summarizes target, bidder and combined CARs for different event windows. The significance of these CARs is tested using
the parametric tests developed by Dodd and Warner (1983) (t1) and by Boehmer et al. (1991) (t2), and using the nonparametric test
developed by Corrado (1989) (t3). The test statistics that are significant at the 10% level are highlighted in bold.
12We do not extend the event window beyond 5 days after deal announcement, as new information regarding deal implementation may
become known to investors after its first public notification. Consider the example of the merger between Gaz de France and Suez. This
merger was announced in February 2006, but almost immediately after its announcement, Gérard Mestrallet and Jean-François Cirelli, the
managing directors of Suez and Gaz de France, respectively disagreed in public on whether or not to retain Suez Environment in the
combined firm.






























Equation Specification Error Test (RESET) indicates no bias
due to potentially omitted variables.
Table 6, Panel A shows the regression output for
the acquisitions that are industry-related at the three-digit
SIC level. Panel B presents the results for the industry-related
deals, based upon four-digit SIC codes. In columns 1–3
of both panels, industry sales concentration is proxied
by C4. In columns 4 and 5, we replace C4 by C8 and the
Herfindahl–Hirschman concentration index, respectively. In
column 6, we use the industry average ratio of intangibles/
assets rather than the industry high-tech dummy. Next, we
remove the firm-level market-to-book ratios from the model in
column 7. Finally, we add industry import penetration in
column 8, industry export intensity in column 9, and the cash-
payment dummy in column 10, as these variables are not
known for all sample deals.
The results in columns 1–3 point out that the effect of C4 is
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Fig. 1. Target CARs over the event window from 50 days before until 50 days after deal announcement (day 0)






























Table 6. OLS regression results for the combined value creation in related M&As
Y¼CAR [35,þ5] (1) (2) (3) (4) (5) (6) (7) (8) (9) (10)
Panel A: Three-digit SIC levela
C 0.2752 0.1966 0.1983 0.1983 0.1632 0.2012 0.1968 0.1678 0.1739 0.2171
(0.0002) (0.0872) (0.0709) (0.0751) (0.1176) (0.0604) (0.0735) (0.2264) (0.2128) (0.0730)
Industry C4 0.1342 0.1137 0.1274 0.1296 0.1295 0.1868 0.1576 0.0935
(0.5346) (0.5910) (0.0771) (0.0743) (0.0746) (0.0486) (0.0807) (0.1984)
















0.0490 0.0509 0.0511 0.0515 0.0461 0.0611 0.0505 0.0598 0.0632 0.0464
(0.0139) (0.0222) (0.0173) (0.0198) (0.0295) (0.0030) (0.0181) (0.0355) (0.0287) (0.0431)
Industry growth 1.8006 1.7990 1.7936 1.7642 1.6159 1.8683 1.8806 1.9394 2.0016 1.6670
(0.0527) (0.0741) (0.0703) (0.0752) (0.1131) (0.0620) (0.0549) (0.1051) (0.0943) (0.0977)
Industry growth2 10.8698 10.9968 10.9320 10.6365 10.1634 11.3045 11.2447 10.6914 11.1852 10.8374
(0.0207) (0.0286) (0.0242) (0.0285) (0.0419) (0.0220) (0.0182) (0.0668) (0.0531) (0.0260)
Industry high-tech 0.0556 0.0351 0.0351 0.0365 0.0368 0.0353 0.0018 0.0054 0.0366





Industry deregulation 0.0040 0.0005 0.0021 0.0085 0.0176 0.0173 0.0004 0.0282 0.0183 0.0164
(0.9437) (0.9917) (0.9648) (0.8653) (0.6911) (0.7050) (0.9925) (0.5739) (0.7130) (0.7294)
Target EBITDA/
Assets
0.1920 0.1908 0.1905 0.1903 0.1958 0.1763 0.2243 0.2374 0.1805
(0.1323) (0.1267) (0.1281) (0.1313) (0.1111) (0.1760) (0.1233) (0.1024) (0.1835)
Bidder EBITDA/
Assets
0.0126 0.0134 0.0097 0.0037 0.0007 0.0162 0.1221 0.1072 0.0307
(0.9344) (0.9309) (0.9499) (0.9810) (0.9961) (0.9137) (0.4579) (0.5142) (0.8434)
Target M/B 0.0051 0.0051 0.0054 0.0049 0.0033
(0.4451) (0.4483) (0.4214) (0.4618) (0.6407)
Bidder M/B 0.0041 0.0040 0.0040 0.0046 0.0058
(0.5598) (0.5668) (0.5663) (0.5175) (0.4179)
Cash 0.0134
(0.6064)
Cross-border 0.0309 0.0308 0.0293 0.0279 0.0399 0.0285 0.0433 0.0458 0.0315
(0.4514) (0.4487) (0.4699) (0.4989) (0.3232) (0.4683) (0.3174) (0.2933) (0.4097)
Bidder UK 0.0391 0.0390 0.0378 0.0355 0.0545 0.0425 0.0593 0.0574 0.0424
(0.2124) (0.2117) (0.2302) (0.2690) (0.1809) (0.1507) (0.1160) (0.1367) (0.1604)
S&P Europe 350 M/B 0.0273 0.0274 0.0282 0.0275 0.0286 0.0289 0.0491 0.0512 0.0056
(0.3890) (0.3863) (0.3722) (0.3880) (0.3596) (0.3534) (0.1738) (0.1539) (0.8647)
R-square 0.1505 0.1911 0.1911 0.1851 0.1776 0.1883 0.1844 0.2364 0.2288 0.1705
Adjusted R-square 0.0988 0.0862 0.0946 0.0879 0.0795 0.0915 0.1036 0.1218 0.1131 0.0729
N 123 123 123 123 123 123 123 93 93 115
Panel B: Four-digit SIC level
C 0.2586 0.2199 0.2183 0.2164 0.1705 0.2203 0.2060 0.1810 0.1880 0.1981
(0.0030) (0.1068) (0.0913) (0.1020) (0.1590) (0.0775) (0.1168) (0.3331) (0.3125) (0.1944)
Industry C4 0.1537 0.1696 0.1567 0.1679 0.1543 0.1937 0.1813 0.1380
(0.5117) (0.4446) (0.0455) (0.0345) (0.0520) (0.0579) (0.0645) (0.1006)













































arises, but is somewhat less significant when using the other
concentration measures. A negative coefficient on industry
sales concentration is inconsistent with the market power
hypothesis. Yet, smaller M&A wealth effects in highly
concentrated industries could reflect investors accounting for
a potential blocking of the deal by antitrust authorities. A
(unreported) logit regression analysis does not confirm that
the probability of M&A deterrence depends on industry
concentration. Arguably, our findings support the idea that
horizontal acquisitions in concentrated industries are less
valuable because of a future decline in product market
competition, supporting the quiet life hypothesis. Besides, the
results in columns 8 and 9 reveal that foreign competition,
proxied by industry import penetration and export intensity,
bears no significant association with M&A gains.
The ratio of the combined firm size relative to the industry
MES is negatively related to M&A value creation. A negative
parameter estimate on this variable probably indicates that a
too large firm size may no longer yield economies of scale, but
rather tends to destroy firm value.
Next, the relation between industry sales growth and M&A
value creation is U-shaped. So, investors respond favourably
to M&A announcements in industries with either very low or
very high sales growth. Overall, the turning point equals
8.18% in column 1 of Panel A (8.73% in Panel B). The
negative coefficient on industry sales growth supports the
conjecture that horizontal M&As may allow firms in low-
growth industries to reduce operating costs (cost synergies).
Besides, the positive coefficient on the quadratic term in
industry sales growth confirms the idea that horizontal
acquisitions in high-growth industries may produce consider-
able revenue-enhancement synergies.
We find no effect of industry technological intensity. After
replacing this dummy with the industry average of intangibles/
assets (column 6), we again find no association with M&A
value creation. These findings are somewhat surprising, given
that the transfer of technology and intellectual capital was one
of the driving forces behind many recent M&As. Besides, we
detect no significant effect of industry deregulation. This
conclusion remains valid after setting the dummy equal to one
for deregulated industries, regardless of its timing (not
reported).
Regarding the control variables, the results in Table 6 reveal
that the combined abnormal return is negatively affected by
Table 6. Continued
Y¼CAR [35,þ5] (1) (2) (3) (4) (5) (6) (7) (8) (9) (10)
Combined size/
Industry MES
0.0386 0.0433 0.0431 0.0429 0.0364 0.0480 0.0421 0.0634 0.0661 0.0367
(0.1113) (0.1383) (0.1279) (0.1410) (0.1913) (0.0695) (0.1334) (0.1606) (0.1387) (0.2413)
Industry growth 2.2607 2.1841 2.1914 2.1545 1.9819 2.1388 2.2708 2.7525 2.8409 2.1920
(0.0283) (0.0504) (0.0436) (0.0476) (0.0732) (0.0510) (0.0338) (0.0720) (0.0557) (0.0428)
Industry growth2 12.2626 12.5129 12.5823 12.2325 11.6997 12.4953 12.8293 13.7318 14.2943 12.6590
(0.0167) (0.0217) (0.0149) (0.0177) (0.0266) (0.0167) (0.0121) (0.0584) (0.0400) (0.0146)
Industry high-tech 0.0447 0.0130 0.0132 0.0172 0.0263 0.0159 0.0312 0.0299 0.0242





Industry deregulation 0.0192 0.0032 0.0019 0.0102 0.0161 0.0164 0.0004 0.0339 0.0299 0.0012
(0.7329) (0.9519) (0.9682) (0.8417) (0.7342) (0.7272) (0.9926) (0.5288) (0.5800) (0.9800)
Target EBITDA/
Assets
0.2687 0.2690 0.2709 0.2483 0.2901 0.2510 0.3169 0.3207 0.2479
(0.0344) (0.0321) (0.0320) (0.0579) (0.0180) (0.0565) (0.0325) (0.0302) (0.0685)
Bidder EBITDA/
Assets
0.0698 0.0693 0.0605 0.0564 0.0673 0.0668 0.1826 0.1807 0.0900
(0.7111) (0.7153) (0.7507) (0.7736) (0.7116) (0.7259) (0.3676) (0.3689) (0.6506)
Target M/B 0.0068 0.0068 0.0072 0.0063 0.0053
(0.3292) (0.3374) (0.3147) (0.3814) (0.4918)
Bidder M/B 0.0055 0.0055 0.0055 0.0056 0.0068
(0.5241) (0.5216) (0.5270) (0.5283) (0.4444)
Cash 0.0136
(0.6386)
Cross-border 0.0039 0.0039 0.0047 0.0067 0.0017 0.0064 0.0188 0.0195 0.0028
(0.9351) (0.9354) (0.9226) (0.8906) (0.9715) (0.8901) (0.7310) (0.7199) (0.9528)
Bidder UK 0.0325 0.0326 0.0305 0.0276 0.0405 0.0383 0.0454 0.0451 0.0274
(0.3639) (0.3620) (0.3987) (0.4556) (0.2513) (0.2465) (0.3334) (0.3458) (0.4236)
S&P Europe 350 M/B 0.0239 0.0238 0.0245 0.0243 0.0240 0.0283 0.0669 0.0678 0.0276
(0.4976) (0.4984) (0.4854) (0.4879) (0.4814) (0.4190) (0.1195) (0.1127) (0.4769)
R-square 0.1307 0.2001 0.2000 0.1894 0.1769 0.2036 0.1868 0.2378 0.2358 0.1793
Adjusted R-square 0.0638 0.0668 0.0777 0.0654 0.0511 0.0817 0.0840 0.0773 0.0749 0.0562
N 99 99 99 99 99 99 99 70 70 93
Notes: aThis table reports the results of the OLS regression models where the dependent variable equals the combined value creation around
deal announcement. The deals included in this table are industry-related based upon their three-digit (Panel A) or four-digit (Panel B) SIC
code. The event window stretches from 35 days before until 5 days after deal announcement. The industry variables were defined in Table 1.
The reported p-values are calculated using White’s heteroscedasticity-consistent SEs and are reported in parentheses. The test statistics that
are significant at the 10% level are highlighted in bold.






























target EBITDA/assets. This finding suggests that it is more
difficult to create extra value from acquiring a good-performing
target firm. The bidder ratio of EBITDA to total assets is not
significant, however. Likewise, the target and bidder market-to-
book ratio bear no significant association with M&A value
creation. Finally, deal-payment considerations, the cross-
border nature of the deal, bidder location and the stock
market-wide market-to-book ratio do not affect M&A gains.
To test the robustness of our findings, we first examine what
happens once we add the bidder’s ownership concentration,
Table 7. The fraction of combined value creation that accrues to target shareholders
Y¼CAR [35,þ5] (1) (2) (3) (4) (5) (6) (7) (8) (9) (10)
C 0.5363 1.8253 2.4819 2.4198 2.2068 2.7812 3.7354 3.0727 0.1446 0.5007
(0.6134) (0.5918) (0.4353) (0.4511) (0.4567) (0.4664) (0.4856) (0.5493) (0.9412) (0.8546)
Industry C4 2.0145 3.3285 0.9847 0.7631 0.0337 0.2335
(0.3837) (0.2707) (0.3928) (0.4977) (0.9785) (0.8623)






Industry import penetration 0.8097
(0.4869)
Industry export intensity 0.2658
(0.7946)
Combined size/Industry MES 0.2219 0.3868 0.5232 0.5242 0.4722 0.6444 0.7360 4.0497
(0.5905) (0.3601) (0.1339) (0.1365) (0.1472) (0.1700) (0.4614) (0.4281)
Industry growth 10.6202 11.3695 4.2101 4.2347 4.1847 3.2959 3.7983 0.6682
(0.4829) (0.5968) (0.3187) (0.3171) (0.3178) (0.3407) (0.4553) (0.4961)
Industry growth2 41.8283 40.8905
(0.5782) (0.6985)
Industry high-tech 1.3522 0.7100 0.8249 0.8110 0.7927 0.6827 0.5817
(0.2557) (0.5703) (0.4924) (0.4986) (0.5049) (0.4699) (0.5180)
Industry intangibles/Assets 2.1760
(0.8148)
Industry deregulation 0.2637 0.3415 0.0178 0.0066 0.1190 0.2265 0.7865 0.6025
(0.6996) (0.6830) (0.9754) (0.9915) (0.8227) (0.6861) (0.3129) (0.3867)
Target EBITDA/Assets 4.3636 3.6138 3.7060 3.4795 3.7389 2.2222 2.4750 2.4392 1.9231
(0.1136) (0.1316) (0.1258) (0.1467) (0.1202) (0.3938) (0.3441) (0.2340) (0.4017)
Bidder EBITDA/Assets 3.7811 2.3941 2.4113 2.5119 2.9780 1.4449 1.3208 3.0569 3.6219
(0.2632) (0.3820) (0.3773) (0.3573) (0.1881) (0.6213) (0.6516) (0.1615) (0.1220)
Target M/B 0.0764 0.0749 0.0758 0.0722 0.0770 0.0040 0.0032 0.0540 0.0187
(0.2648) (0.2103) (0.2038) (0.2292) (0.3696) (0.9689) (0.9752) (0.2824) (0.8059)
Bidder M/B 0.3279 0.3168 0.3122 0.3246 0.3055 0.3321 0.3279 0.2466 0.3040
(0.0370) (0.0327) (0.0336) (0.0304) (0.0279) (0.0645) (0.0636) (0.0166) (0.0367)
Target size/Bidder size 1.3599 1.4221 1.4960 1.4254 1.2759 0.4186 0.0781 1.3952 1.0806
(0.6279) (0.5888) (0.5676) (0.5793) (0.6582) (0.9149) (0.9832) (0.6431) (0.7886)
Initial toehold 0.0373 0.0319 0.0315 0.0331 0.0304 0.0356 0.0373 0.0238 0.0288
(0.3572) (0.3288) (0.3341) (0.3127) (0.3605) (0.3907) (0.3852) (0.3781) (0.3896)
Rival 4.0085 3.0458 2.9662 3.1008 3.0381 0.6787 0.7264 2.6739 3.0568
(0.0881) (0.1403) (0.1534) (0.1247) (0.1466) (0.4568) (0.4205) (0.1104) (0.0990)
Cash 0.5061
(0.2992)
Cross-border 1.6838 1.7658 1.7309 1.8314 1.7590 1.9383 1.8990 1.4092 1.5771
(0.2313) (0.1408) (0.1443) (0.1321) (0.1749) (0.2170) (0.2251) (0.1574) (0.2271)
Bidder UK 1.3823 1.4183 1.4153 1.4366 1.5667 1.7336 1.7997 1.5464 1.8837
(0.1147) (0.0611) (0.0617) (0.0606) (0.0759) (0.0979) (0.0977) (0.1052) (0.0897)
S&P Europe 350 M/B 1.0973 1.0329 1.0412 1.0165 1.0980 0.5764 0.6160 0.8566 1.0268
(0.0272) (0.0138) (0.0146) (0.0129) (0.0162) (0.1464) (0.1272) (0.0412) (0.0602)
R-square 0.0598 0.3256 0.2850 0.2827 0.2887 0.2726 0.2263 0.2220 0.2308 0.2581
Adjusted R-square 0.0415 0.1008 0.1000 0.0972 0.1047 0.0844 0.1176 0.1237 0.1087 0.1097
N 73 69 74 74 74 74 53 53 74 67
Notes: This table reports the results of the OLS regression models where the dependent variable equals the fraction of M&A value creation
accruing to target shareholders over the event window [35,þ5]. In the models below, only transactions with positive M&A value creation
are included. The deals included in the analyses are industry-related based upon their three-digit SIC code. The industry variables were
defined in Table 1. The reported p-values are calculated using White’s heteroscedasticity-consistent standard errors and are reported in
parentheses. The test statistics that are significant at the 10% level are highlighted in bold.






























size and M&A track record to the regression models. These
variables are not significantly related to M&A value creation,
while the results for the industry, firm and deal characteristics
prove robust (not reported). Identical conclusions are
obtained once we add the 1-year lagged market-wide volume
of M&As to the regression models. Next, our conclusions
remain valid once we estimate the regression models for the
subsamples of M&As initiated by UK bidders and by
Continental European bidders. Also, our results are not
affected once models are run for completed deals only.
Finally, the results prove robust in the smaller and longer
event windows.
Empirical results on the division of M&A gains
In this section, we examine the fraction of M&A gains
accruing to target shareholders. We only consider the deals
with a positive CAR for this purpose. The average fraction of
M&A value creation paid out to target shareholders is 69.50%
in this subsample (median of 44.00%).
Table 7, which reports the regression output, is structured in
the same manner as Table 6. It also includes the same industry,
firm and deal characteristics. Besides, we add some extra firm
and deal variables that are likely to reflect the bargaining
position of the combining companies. We include the relative
size of the target compared to the bidder, the stake already
built up by the bidder in the target firm, and a dummy
capturing the presence of a rival bidder.
The results show that none of the industry characteristics
matters to explain the division of M&A gains. Yet, the
partitioning of M&A value creation is affected by at least some
firm and deal characteristics. Specifically, the fraction of M&A
gains accruing to target investors is negatively affected by the
bidder market-to-book ratio and by the stock market-wide
market-to-book ratio. Probably, these negative coefficients
indicate that target firms play a more limited role in M&A
value creation when acquisitions are initiated at times of high
bidder and aggregate stock prices. Next, the presence of rival
bidders increases the fraction of M&A gains received by target
shareholders. Also, UK-based bidders distribute a larger
fraction of M&A wealth effects to target investors.
To test the robustness of our results, we re-estimate the
regression models after adding the observations with a
negative combined abnormal return but a positive target
abnormal return. For these observations, the dependent
variable is set equal to 100%. The conclusions from these
extra regressions remain the same (not reported). Next, we
examine what happens once we add the bidder’s ownership
concentration, size and M&A track record to the regression
models. We find that these variables bear no significant
association with the division of M&A gains, while the results
for the main variables remain unaffected. The same conclu-
sions arise once we include the 1-year lagged market-wide
volume of M&As. Next, the results stay identical once the
sample is limited to completed deals. Unfortunately, the
sample in Table 7 has become too small to implement a
subsample analysis for UK versus Continental European
bidders. Finally, robustness tests using other event windows
reveal that conclusions are not affected for the window
[50,þ5], except that the cross-border dummy becomes
significantly positive. For the smallest event window
([5,þ5]), only the rival-bid dummy stays significant.
V. Conclusions
This article empirically investigates the industry determinants
of M&A value creation and division of gains for a sample of
130 horizontal acquisitions in Europe during the period 1997–
2008. The results show that target shareholders on average
realize a statistically significant abnormal return of 20.45%
during the window from 35 days before until 5 days after deal
announcement, while bidder investors gain a significant
2.60%. These numbers result in a significant combined
abnormal return of 5.80%, thereby indicating that horizontal
acquisitions in general were valuable mechanisms to restruc-
ture businesses and industries. Furthermore, the results in this
article reveal that industry conditions bear an important
influence on M&A value creation.
First, we find that the impact of industry sales concentration
on M&A wealth effects is significantly negative, thereby
indicating that stock market investors dislike the further
reduction in product market competition following horizontal
acquisitions. Next, the ratio of the combined firm size relative
to the industry minimum efficient scale is significantly nega-
tively associated with M&A value creation. As the firms in our
sample are large, publicly listed companies, the latter outcome
suggests that a too large firm size may engender diseconomies
of scale. Third, the relation between industry sales growth and
M&A value creation is U-shaped. In other words, M&As are
especially valuable in industries with either very low or very
high sales growth. In low-growth industries, consolidation may
allow to realize cost synergies, while acquisitions in high-
growth industries may allow to achieve revenue-enhancement
synergies. Finally, industry import penetration, industry
export intensity, industry technological intensity, and industry
deregulation bear no significant association with M&A wealth
effects.
Regarding the division of M&A gains between target and
bidder investors, we find no role of industry conditions.
Rather, the data reveal that firm and deal characteristics
influence the fraction of M&A value creation accruing to
target investors, suggesting that especially those variables
influence the bargaining position of the target vis-à-vis the
bidder. Specifically, we find that the fraction of M&A gains
received by target shareholders is negatively affected by the
bidder and stock market-wide market-to-book ratio. Next, the
presence of rival bidders increases the fraction of M&A gains
received by target shareholders. Finally, UK-based bidders
pay out a larger fraction of M&A gains to target investors than
their Continental European counterparts.
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